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HE German defeats in the past month 
may come to be regarded, in historical 
perspective, as the beginning of the 
end of the European war,— equiva- 


lent to the defeats in the Summer of, 


1918 which led within a few months to the 
Armistice. 
have lost immense territory; and the Russian 
offensives are pressing on across Poland and 
the Baltic States at unchecked speed. On the 
western front the first major break through 
the German defense holds vast possibilities. In 
Italy the Germans fall back under steady pres- 
sure. For the first time, also, military defeats 
have brought to the surface the strain and dis- 
sension and distrust of leadership within Ger- 
many, culminating in revolt against the Nazi 
regime. Meanwhile the pounding from the air 
goes on. 

The military leaders of the United States 
are concerned lest these developments cause 
unwarranted complacence in this country and 
a dangerous slackening of the war effort. As 
to the military situation, they can point out 
, that there is always a limit to such stupendous 
offensives as the Russians are engaged in, 
and that when the necessary pause comes it 
permits the enemy to reorganize on shorter 
lines. They can show that the offensive in 
France has only just begun and that there 
is hard country to'go through. As to condi- 
tions in Germany, the Nazi leaders themselves 
have nothing to lose and may hope to gain 
by fighting to the end, and even if despair is 
spreading among the people the German army, 
which is what the troops in the field have to 
beat, is still a powerful force. 

In 1918 it was not until a short time before 
the Armistice that expectations of an early end 
of the war became general. But in this war 
the tendency has often been the other way. 
There has been during the past year or so too 
much optimism in the United Nations, too 
much reliance upon a German internal crack- 
up, and too much under-rating of German 
power and resources. 


In the East the German armies! 
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But when ali this is said, as it should be, 
it remains true that the Germans cannot afford 
their losses of men or material, and that as a 
whole their hopes must be steadily diminishing 
and their will to resist weakening. On our 
side, our power at the front is rising and vast 
reserves are still to be used. The end seems 
assured and the need to get ready for it is 
pressing,— not in a way to diminish the flow 
of war products or weaken the war effort, but 
to prepare in policy-making and in business 
planning for the transition from war to peace- 
time work and problems. 


Decisions on Reconversion 


Doubtless military developments influenced 
the important decisions made during the 
month with respect to reconversion policy. 
These decisions were on points in dispute 
between Mr. Nelson, Chairman of the War 
Production Board, and the military authorities, 
which were carried for settlement to Mr. 
Byrnes, the director of the Office of War 
Mobilization. Mr. Byrnes approved the issu- 
ance of four orders: on July 15 some of the 
restrictions on use of aluminum and magnesium 
were lifted; on July 22 manufacture of a 
minimum number of models of postwar prod- 
ucts was authorized; on July 29 placing of 
unrated orders for machine tools and equip- 
ment for civilian goods manufacture was per- 
mitted; beginning August 15 WPB regional 
directors will be authorized to allow limited 
output of scarce civilian goods where the war 
effort will not be interfered with. 

These orders are intended in the first place 
to facilitate product design and planning and 
preparation for postwar operations. In the 
second place they set — more definitely than 
anything done previously —a pattern of gov- 
ernment regulation to apply during the time 
when only piecemeal resumption of civilian 
production is possible, but when there will be 
areas of idle labor, plants and materials unless 
some restrictions are relaxed. 

It will be noted that the principal feature 
of the order to go in effect August 15 is that 
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it gives authority to regional directors. This 
is wholly desirable. The purpose of permitting 
reconversion at this time is to prevent un- 
necessary development of distressed areas as 
war contracts are cut back, and at the same 
time to add to production of badly needed 
articles of every day use. The military view- 
point has been that when such areas of unem- 
ployment appear the workers should be left 
idle on the theory that they will be under 
pressure to move to war plants. To a great 
extent, however, this desired shift of labor 
does not readily take place. Many workers 
have roots in a particular spot, and many have 
entered the lahor force only in response to 
war needs; and when these cannot get work 
where they are they often drop out of the 
labor force entirely rather than move else- 
where. The situation cannot readily be judged 
by overhead authorities at a distance, and the 
reasonable way to decide whether they should 
be allowed to do civilian work is to put the 
decision in the hands of people who know local 
conditions. They will of course be subject to 
overall restrictions on supplies of scarce ma- 
terials and to other measures to assure against 
interference with war work. 


In two other respects government policy is 
following desirable lines. The military pro- 
curement agencies are shortening up their con- 
tracts, which will leave the situation more 
flexible when termination comes. Also, WPB 
evidently will not compel manufacturers turn- 
ing back to civilian operations to confine them- 
selves too rigidly to the preferred list of prod- 
ucts, but will give them all possible discretion 
in deciding for themselves what they are best 
able to make. This is a principle which all 
concerned should make sure is carried on past 
the period of piecemeal readjustment, to the 
time when more general reconversion finally 
becomes possible. 


No Great Increase in Civilian Output Expected 


While these orders are welcome as laying 


down a pattern for reconversion for the period . 


immediately ahead, it is generally understood 
that they do not promise any major increase 
in civilian production in the near future. Man- 
ufacturers whose war orders will be cut back 
will be able. to turn to peace work only as 
they can get materials and parts and free labor; 
and this will not be easy until the European 
war ends, in view of continued tightness in 
steel and the scarcity of fractional horsepower 
motors and anti-friction bearings for any ex- 
cept military uses. The difficulty is not only in 
overall supplies but inability to get the right 
things always at the right place. 


Overall industrial production has been de- 
clining for eight months, and the drop, al- 
though of small proportions, nevertheless is 
uninterrupted. War production in some lines 


is not making scheduled gains and in limited 
cases has fallen off, without any compensating 
increase in civilian output. To reverse this 
trend the steel industry, the foundries, and the 
heavy truck and tire factories — which are the 
chief bottlenecks in war production — will 
need more workers. 


Merchants therefore are not counting too 
much or too generally on an increase in mer- 
chandise supplies this Fall. More miscellane- 
ous durable goods will be available and this 
will be true of some soft goods also. But cot- 
ton goods particularly remain tight and a 
further diversion of looms from civilian goods 
to heavy military fabrics has been ordered. 
In the broadest sense, however, the beginning 
of the end of the European war foreshadows 
the beginning of the end of civilian goods 
shortages also. 


A Good Crop Year 


The crop reports are of extraordinary inter- 
est this year, not only because of the demand 
for foods, but because significant changes in 
the position of some farm commodities are in 
the making. Despite planting delays and short- 
ages of labor, machinery and supplies, farmers 
succeeded in putting in a slightly larger acre- 
age than last year,—an accomplishment for 
which they should have full credit. Very little 
tillable land has been kept out of production 
this year. However, the late Spring and 
scarcity of help forced changes in crop pro- 
grams. Instead of increasing further the acre- 
age of such war crops as oilseeds, dried beans 
and peas, farmers were forced to return to the 
crops which they were best able to handle. The 
acreage in the war crops is smaller, and the 
feed grain acreage larger, than the goals called 
for. 

Since planting time the weather in the main 
has been favorable, and another year of bumper 
agricultural production now seems assured. 
Excellent crops of winter wheat, rye, oats and 
barley have been harvested, and with average 
weather hereafter for corn and cotton, aggre- 
gate crops will be as large as last year and 
second only to the record output of 1942. This 
is the eighth successive year of good yields, 
and the third of bumper crops. 


There is no parallel in World War I for the 
increase in farm output that has been accom- 
plished during the past three years, for 1916 
and 1917 brought short crops. In the last war, 
crop and livestock production rose 5 per cent 
over the average of the five prewar years. 
The corresponding increase in this war is 
about 25 per cent. It is not pleasant to con- 
template what the situation would be if food 
output had increased only 5 per cent in this 
war. 
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Record Wheat Production 


Major new developments are occurring in 
ihe wheat picture and in the feed grain and 
livestock situation. In both domestic and 
world markets 1943-4 was a year of inroads 
into Wheat supplies, but the trend has turned. 
The July crop report placed the domestic 
wheat crop, Winter and Spring at 1,128,000,000 
bushels. some 12 per cent larger than the previ- 
ous record crop, grown in 1915. The develop- 
ment of this year’s Winter wheat crop has been 
almost unprecedented. Planted last fall on a 
25 per cent larger acreage, but in dry soil fol- 
jowing a long drouth, the crop went into the 
Winter with a tentative prospect for only 527 
million bushels. Spring rains came, however, 
and an estimated 266 million bushels has been 
added to the yield. 


The heavy inroads made into our wheat 
surplus last season by feed and alcohol require- 
ments, which for the first time in our history 
consumed more wheat than the flour mills. 
thus are being entirely restored by the new 
crop; and it now looks as though the available 
supply will be larger than last season. Also, 
less wheat is expected to be fed to animals 
this season, particularly if the corn crop turns 
out as large as now indicated. By all signs 
our wheat carryover will increase again, and 
substantially. 


Canada, with a 38 per cent larger planted 
acreage than last year, is about to harvest a 
large crop. In Argentina and Australia a some- 
what larger acreage has just been seeded for 
harvest next Winter. Given average yields in 
the Southern Hemisphere, wheat production in 
the four exporting countries will increase this 
season about enough to offset the sharp de- 
cline in their reserve stocks last season. Their 
exportable surplus for the year ending July 1, 
1945 seems likely to be more than twice what 
the world imported during the twelve months 
just prior to the war, when Europe was build- 
ing up reserves, and much above estimated 
requirements in the first postwar year, even 
though the UNRRA program for postwar 
feeding of Europe is being built largely around 
grains and cereals. 


This turn in the situation should dispose 
of anxiety as to wheat shortage or extreme 
price increases of the kind which some have 
feared. In fact, anxieties of the opposite kind 
may develop. There is little room for fluctu- 
ation on wheat prices this year, with the Gov- 
ernment buying recently at the equivalent of 
$1.54 in Chicago and required to make loans 
to farmers equivalent to $1.55, while the ceil- 
ing price is $1.71% in the same market. The 
supply picture suggests, however, that the 
market requires government support more than 


government ceilings to keep it stable, at least 
during the crop movement. 

It is all to the good to have this wheat 
reserve available during the war, when needs 
are so enormous and unusual. But questions 
as to the postwar outlook arise. Assuming 
that the European war ends before July, 1945. 
it will find this country with a wheat surplus 
on hand, doubtless owned in great part, directly 
or indirectly, by the Government; and with 
prices well above world markets. At the same 
time the Government is committed to support 
wheat at a minimum of 90 per cent of parity 
(equivalent to $1.55 at present) for at least 
two full crop years after the war, which will 
be an inducement to production. This is a com- 
bination of factors which can create almost 
unsolvable problems, akin to the cotton surplus 
problem of recent years. It holds the prospect 
of forcing a choice among undesirable alterna- 
tives, including drastic acreage and crop re- 
strictions, accumulation of large government 
surpluses, or export subsidies or dumping, — 
possibly all three. 


The Feed and Livestock Situation 

The corn crop is still two months away from 
harvest. However, the July estimate placed the 
yield at nearly 3 billion bushels, only about 
100 million smaller than last year’s outturn 
and within 150 million of the all-time record 
in 1942. Total feed grain production now 
looks to be somewhat larger than last year, 
and although reserve stocks are down to the 
lowest levels since the 1934-36 drouth period 
feed will be almost surely in better supply in 
relation to the number of animals to be fed 

With this improvement, animal numbers 
may be held at a higher level than had previ- 
ously appeared likely. Liquidation of animals 
has been taking place in an orderly manner 
since the turn of the year. Feed was getting 
short, and the livestock, dairy, and poultry 
industries had to revise their operations to a 
better balance with the feed supply. This year’s 
spring pig crop was 24 per cent smaller than 
last year and farmers in June were planning 
a 33 per cent smaller fall crop. Poultry flocks 
are being culled much more heavily than a 
year ago and chick hatchings have been 
sharply reduced. Both cattle and calf slaugh 
ter are running well above a year ago. The 
question is where the balance will be struck 
and how long and how far liquidation of live- 
stock must go. 

To relieve the end-season tightness in feed, 
Argentine corn is being imported and the 
movement of Canadian wheat into this coun- 
try for feeding purposes continues. To this 
relief is now added the prospect of a better 
balance in domestic feed supplies. It is likely, 
as a result, that farmers have made some up- 
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ward revision of their fall hog breeding in- 
tentions since the official canvass was made 
early in June. Corn and hog prices are still 
set by the Government at ratios favorable for 
feeding operations, and hog prices have recov- 
ered to ceiling levels. 

On the other hand, there is a deterrent to 
livestock production which comes more into 
effect as the end of the European war ap- 
proaches. Livestock numbers are abnormally 
high. Poultrymen can reverse production poli- 
cies rapidly, hog raisers and cattle feeders 
more slowly, cattle breeders slowest of all. 
Cattlemen are aware of the risk in carrying 
herds of record-breaking size into a period 
when the abnormal war demand may subside, 
—a risk not only of falling prices but of drouth 
on the ranges. The better the military news 
the more consciously they take these risks into 
account. 


Considering all these influences together, the 
movement of range cattle promises to continue 
heavy, but a larger proportion may move into 
feed lots this Fall, instead of directly to slaugh- 
ter, than earlier expected. The consumer will 
have more and better beef in the long run; 
and although next year there will be less 
pork and less poultry produced than this year, 
there may be more than seemed likely two 
or three months ago, provided the corn crop 
prospect continues good. Under present de- 
mand conditions it is almost axiomatic that 
output of livestock products will be kept as 
high as the feed supply permits. 


Fifth War Loan Results 


Sales figures announced at the end of the 
Fifth War Loan drive proper on July 8, plus 
the continuing sales of war savings bonds dur- 
ing July which were counted in the drive, in- 
dicate that total sales when reported may 
reach perhaps $20% billion, compared with the 
quota of $16 billion. In addition to sales apply- 
ing to the quota, it is estimated that allotments 
of bonds to commercial banks against their 
savings deposits amounted to around $700 mil- 
lion, and allotments to government trust funds 
$600 million, while the excess of Treasury bill 
sales over maturities provided $1.8 billion dur- 
ing June and July. This aggregate of over 
$23% billion of .gross funds raised during the 
drive period is far in excess of any comparable 
total for earlier drives. 

Corporate and institutional investors sub- 
stantially exceeded their quota of $10 billion be- 
fore the close of the drive proper. Sales to 
individuals, although lagging, are believed to 
have reached their quota of $6 billion by the 
end of July, setting a new high mark and 
comparing with $5,309 million in the Fourth 
War Loan, $5,377 million in the Third, $3,290 
million in the Second and $1,593 million in the 





First. The widespread distribution and larg: 
totals raised in the Fifth drive, with one drive 
following so closely upon another, testify to 
the untiring efforts of the sales organization 
from the state war finance committees down 
through the army of volunteer workers. 

In appraising the results of the Fifth Loan, 
however, there is need to bear in mind the 
two-fold objective: first, to raise the money 
required, and second, to raise as large a share 
as possible outside of the commercial banks, 
whose purchases have the inflationary effect 
of expanding bank credit deposits. It was with 
this latter purpose in view that the Treasury 
after the first two loans suspended the sale 
of new war loan securities directly to-the com- 
mercial banks during the drives. Throughout 
the five war loan drives, continually increasing 
emphasis has been placed on selling securities 
to individuals and to other nonbanking in- 
vestors. . 


The fact is, however, as experience has 
shown, that a large war loan drive is inevitably 
accompanied by a substantial increase in bank 
credit. This comes about through the absorp- 
tion by the banks of securities sold by other 
investors readjusting their portfolios in con- 
nection with new war loan subscriptions, and 
through the loans made by the banks to finance 
the purchase of securities by nonbanking in- 
vestors. 

During the four weeks ended July 12, which 
covered approximately the period of the drive 
proper, the holdings of government securities 
by the weekly reporting member banks ex- 
panded by $4,658 million, while loans on gov- 
ernment securities increased by $1,807 mil- 
lion. Total loans and investments (including 
other loans and securities) of these banks ex- 
panded by $6,806 million. At the same time, 
there was a reduction of only $370 million in 
total Reserve Bank credit outstanding. 

In comparing bank credit expansion with 
the volume of securities sold during the drives, 
a number of factors must be taken into account. 
The expansion of bank credit should make 
allowance for the entire commercial banking 
system and not merely the weekly reporting 
banks, and should cover the entire period for 
which sales credit is counted in the quotas — 
one month for the First Loan and two months 
for the others. The volume of securities sold 
during the drives should include not only se- 
curities counted in the quota, but also such 
additional securities sold as the $1.8 billion of 
new bills, $700 million sold to savings depart- 
ments of commercial banks and $600 million 
sold to government trust funds during the 
Fifth drive; also allowance should be made 
for the redemption, during the drives, of gov- 
ernment debt, such as tax notes, war savings 
bonds and maturing issues. On this basis the 
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Net Increase in Total Outstanding Public Debt During Five War Loan Drives, and 
Estimated Increase in Total Commercial Bank Credit During Same Periods 


(In Millions of Dollars) 


















































Ist War Loan 2nd War Loan 3rd War Loan 4th War Loan 5th War Loan 
Dec. 1942 Apr-May ’43 Sep-Oct ’43 Jan-Feb °44 June-July ’44 
Increase in debt +11,889 +20,120 +21,046 +17,204 +21,3848 
Estimated change loans & investments all com- 
mercial banks 
Government securities + 4,640 + 8,680 + 6,700 + 5,055 « + 9,305 
Other securities 4+ 28 — 4177 — 65 + 60 + 18 
Total securities + 4,668 + 8,503 + 6,635 + 5,115 + 9,323 
Loans on securities + 6501 + 652 + 1,510 + 1,095 + 1,761 
Other loans — 281 — 458 + 1,540 — 394 + 479 
Total loans + 220 + 194 + 3,050 + 701 + 2,240 
Total loans & investments + 4,888 + 8,697 + 9,685 + 5,816 +11,563 
% bank credit’ expansion to debt increase. nccccnmm— 41% 48% 46% 34% 54% 
Change in Reserve Bank credit + 1,345 + 844 + 295 — 388 + 3865 





net increase in outstanding public debt during 
the five war loan drives would compare as 
shown above with the estimated expansion of 
total bank credit during the same periods. 


The net change in outstanding Federal Re- 
serve credit given at the bottom of the table 
is not included in computing the percentages, 
inasmuch as it is widely influenced by fluctu- 
ations in other factors — mainly currency in 
circulation—unrelated to public financing. 

It will be seen that in the Fifth War Loan 
drive, from which banks were excluded (except 
for limited offerings against savings accounts) 
the expansion of bank credit amounted to well 
over half of the net total of securities sold, 
including bills. The estimated 54 per cent 
ratio in the Fifth loan compares with 34 per 
cent in the Fourth loan, 46 per cent in the 
Third, 43 per cent in the Second and 41 per 
cent in the First. 

From the standpoint of the second objective 
mentioned above—the avoidance of bank 
credit expansion — the results shown are dis- 
appointing. The showing reveals the extent 
to which the huge totals of reported “sales 
outside the banking system” are in a sense 
illusory. Government financing continues 
heavily dependent— directly or indirectly — 
upon bank credit. Commercial banks, however, 
are paying a higher price and taking securities 
at a lower yield as a result of their exclusion 
from direct participation in the war loans. 

The figures drive home more forcefully than 
ever the need for unremitting efforts to place 
more of the securities where they will be paid 
for out of current income or genuine savings, 
and where they will be held instead of being 
resold within a short time. The achievements 
of the loans have been great, but the final ob- 
jectives have not been reached. 


The Half Year’s Earnings 


Corporate reports for the first half year show 
extremely mixed trends in net earnings, as a 
result of the uneven changes now taking place 
in business volume against a fixed or rising 
level of operating costs. For the large manu- 
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facturing companies taken as a group, the 
total of sales in the first half year exceeded 
that of a year ago. Combined net income after 
taxes also was higher. Declines, however, were 
reported by an unusually large minority of the 
individual companies. A substantial portion 
of the gain in net earnings for the entire group 
was accounted for by the petroleum companies. 

The 95 per cent federal excess profit tax 
rate applicable to 1944 earnings, compared with 
90 per cent in 1943 and 1942, has resulted in 
tax increases for many companies, while others 
have to pay higher effective rates because of 
the exhaustion of excess profits tax credits 
carried forward from earlier years. Such high 
tax rates, however, and the fact that the over- 
all ceiling is continued at 80 per cent for all 
federal taxes on income, have the effect of 
stabilizing corporate net income, since any 
increases or decreases in operating earnings 
are largely offset by taxes. 


Industrial Corporation Earnings 


Our tabulation of corporate earnings in the 
first half of 1944, covering 350 industrial com- 
panies, shows combined net income after taxes 
of approximately $695 million, compared with 
$628 million in the first half of 1943, an in- 
crease of 11 per cent. As against the 185 com- 
panies showing increases, however, there were 
165 with decreases. The tabulation, represen- 
tative mainly of large manufacturing com- 
panies, shows a net worth aggregating $15,764 
million at the beginning of 1944, upon which 
the half-year’s net income after taxes was at 
an annual rate of 8.8 per cent, compared with 
a net worth of $15,249 million and a return 
of 8.2 per cent last year. The accompanying 
summary shows the comparative figures by 
major industrial groups. Current figures are 
subject to the renegotiation of government 
contracts as well as to the usual year-end 
adjustments and reserves. 

Available sales figures for the half year show 
increases for about two-thirds of the manu- 
facturing companies and decreases for one- 
third, with an increase of 14 per cent in the 
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NET INCOME OF LEADING CORPORATIONS FOR THE HALF YEAR 
Net Income is Shown After Depreciation, Interest, Taxes, and Other Charges 


and Reserves, but Before Dividends—Net 


Worth Includes Book Value of Outstand- 


ing Preferred and Common Stock and Surplus Account at Beginning of Each Year. 
(In Thousands of Dollars) 
































Net Income Per Net Worth Annual Rate 

No. Half Year Cent January 1 of Return % 
of Cos. Industrial Groups 1943 1944 Change 1943 1944 1943 1944 
25 Food products $ 39,418 $ 37,522 — 4.8 $ 708,562 $ 739,241 11.1 10.2 
16 Textiles and apparel 6,651 6,849 + 3.0 170,486 175,055 7.8 7.8 
17 Paper products ............. ene : | + 7.0 224,920 229,688 6.7 7.0 
30 Chemicals, drugs, ete. . 17,205 80,900 + 4.8 1,483,953 1,538,274 10.4 10.5 
15 Petroleum products ........cccecseeees 135,335 187,631 +38.6 4,062,827 4,226,828 6.7 8.9 
14 Stone, clay and glass ..........ss00 m 8,825 10,868 + 23.2 263,918 269,883 6.7 8.1 
29 Iron and steel 87,946 81,005 — 7.9 3,349,125 3,396,918 * 6.3 4.8 
12 Electrical equipment ........scseee 37,306 37,614 + 0.8 638,169 666,932 11.7 11.3 
29 Machinery 22,010 21,903 — 0.5 346,638 349,010 12.7 116 
26 Autos and equipment .............08 88,560 102,330 +15.5 1,472,787 1,573,431 12.0 18.0 
48 Other metal Products ......ccccereseee 40,559 40,818 + 0.6 887,513 909,914 9.1 9.0 
32 Miscellaneous MEQ. ......ccccsscessseeees 32,972 32,836 — 0.4 599,170 626,629 11.0 10.5 
293 Total manufacturing .............00 584,294 648,306 +11.0 14,208,068 14,701,803 8.2 8.8 
33 Mining and quarrying ....... 30,524* 32.048* + 5.0 684,319 99,104 8.9 9.1 
14 Trade (whol. and retail) 8,777 8,773 hese 224,052 222,879 7.8 7.9 
10 Service and construction ............ 4,258 5,440 +27.8 132,858 139,808 6.4 7.8 
350 Total $627,853 $694,567 +10.6 $15,249.297 $15,763,594 8.2 8.8 








*Before certain charges. 


combined dollar total. Changes in volume of 
business were largely influenced by the chang- 
ing requirements of the war program, and in 
turn were the principal influence on profit 
changes among individual companies. 


The 15 large petroleum companies had gains 
this year of 27 per cent in sales revenues and 
39 per cent in net income after taxes. For all 
other industrial groups the gain in net income 
was but 3 per cent. The 29 steel companies — 
the next largest subgroup — reported a decline 
of 8 per cent in net income, despite an increase 
of 4 per cent in sales of steel products. 

Separate earnings figures available by quar- 
ters show that the second quarter this year 
was slightly above the first quarter and 7 per 
cent above the second quarter of a year ago. 
The relative stability of earnings for the past 
two years or more at a level somewhat below 
that of 1941-42 is shown by the following 
chart based on 200 large industrial companies. 
Data for the second quarter of 1944 are partly 
estimated. 
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Annual Rate of Return on Net Worth of 200 Large 
Industrial Corporations—Moving Averages 
of Four Quarters. 
Railroad and Utility Earnings 


Railroads in practically all sections of the 
country set new high marks during the first 
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half year in the movement of freight and of 
passengers, including troops, with total oper- 
ating revenues for the period about 6 per cent 
above those of a year ago. Because of the ad- 
vance in wage rates and other operating ex- 
penses, as well as in income and other taxes 
payable, net income is estimated to have fallen 
by as much as 30 per cent under that of 1943. 

Last month the Interstate Commerce Com- 
mission, Bureau of Transport Economics and 
Statistics, issued an estimate of railway earn- 
ings for the full year 1944 based on actual 
results for the first five months and the as- 
sumption that present levels of income and 
outgo will continue to the end of the year ex- 
cept for seasonal changes, from which we sum- 
marize below: 


All Class | Railroads in the U. S. 








(In Millions of Dollars) Eist. 

1942 1943 1944 

Operating revenue ......ccccccrrcerseeee $7,466 $9,055 $9,520 
Operating EXPENSES. .......cccccceseeceeee 4,601 5,653 6,227 
Operating rents—net peas ~ 181 188 194 
Federal income taxeS .......ccceseeeee 755 1,335 1,405 
Other taxes 444 514 531 
Other income & charges—net.... 583 491 482 
Total deductions ............. wee $6,564 $8,181 $8,839 
Net income after charges .......... 4 902 874 681 


This estimate for 1944, while not to be taken 
as a definite forecast, indicates that gross reve- 
nues this year may be $2,054 million higher 
than in 1942, but that taxes may be $737 mil- 
lion higher and all other expenses $1,538 mil- 
lion higher, so that net income would be $221 
million lower. Actual net income this year 
may be even lower than shown by these esti- 
mates, since much of the normal expenditures 
for maintenance of roadways, structures and 
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equipment has been deferred due to the acute 
difficulty of obtaining necessary labor and ma- 
terials. The ICC points out that no adjust- 
ment for this has been made in the table. Rail- 
roads are not permitted to treat reserves for 
deferred maintenance as deductions in com- 
puting income taxes. To allow them to do so, 
as has been proposed, would put them in a 
much stronger position after the war to make 
good the extraordinary wear and tear on their 
properties during the war period. 


A group of 25 leading public utility systems 
had an increase of 7 per cent in gross revenues 
in the first half year. Despite the rise in operat- 
ing expenses and taxes, there was an increase 
of 4 per cent in net income. 


More than half of the revenue gain in the 
electric power industry this year came from 
sales of low-rate industrial power, and was 
largely offset by the cost of producing this 
extra power. Another factor toward higher 
costs this summer has been the severe drouth, 
which curtailed the use of hydroelectric plants 
and made necessary a shift to steam generating 
stations. © 


Estimated Downturn in Earnings of 
All Corporations 

Recently the Treasury Department issued a 
compilation showing the estimated earnings 
of all corporations in the United States for 
the three years 1942-44, with comparative fig- 
ures for prior years. These estimates are mate- 
rially changed from those contained in a similar 
compilation presented to the House Ways and 
Means Committee considering revenue re- 





Net Income and Taxes of All Corporations in the U. S., 
as Estimated by the Treasury Department 

(In Millions of Dollars) 
Actual +i ted. 


1939 1940 hoa 1942 1943 1944 
$5,272 $7,204 $14,107p $19,850 $22,000 $24,000 








Net income 
before taxes 


Est. Oct. 1943. 





Est. May 1944... 5,272 7,204 14,107 21,825 23,770 21,960 
Federal income 

& e.p. taxes 

Est. Oct. 1943... 1,232 2,549 17,166p 11,750 13,450 14,600 
Est. May 1944... 1,232 2,549 17,168 12,275 14,190 18,470 
Net income 

after taxes ° 

Est. Oct. 1943... 4,040 4,655  6,941p 8,100 8,550 9,400 
Est. May 1944... 4,040 4,655 6,939 9,550 9,580 8,490 





Notes: Net income includes tax-exempt interest received from 
government securities, but excludes intercorporate dividends 
received, and is after deduction of net operating loss carryover 
beginning with 1940. Taxes include normal tax, surtax, excess 
profits tax (less postwar or debt retirement credit), and declared 
value excess profits tax. Net income after taxes is estimated to 
overstate real earnings, because of not making allowance for re- 
negotiation refunds and reduction in postwar credits, respectively, 
as follows: in 1942, $85 million and $27 million; in 1943, $75 
million and $26 million; in 1944, $55 million and $19 million. 
p-—Preliminary. 
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vision last October. At that time Treasury 
officials estimated that corporation income in 
1944 would be substantially higher than in 
1943, and recommended that corporation taxes 
in general be raised further from the high 
levels then prevailing. The accompanying con- 
densed summary shows the revisions in the 
estimates. 


It will be seen upon the reappraisal of pros- 
pects that instead of net income after taxes of 
all corporations in 1944 being approximately 
$1 billion higher than in 1943, it is now ex- 
pected to be $1 billion lower. The basic reason 
for scaling down estimates of 1944 net income 
and taxes is the fact that the expansion in gross 
revenues of business is now slowing down, 
while at the same time operating costs in gen- 
eral continue to advance, with an inevitable 
cut in profit margins. Instead of all corpora- 
tions having an increase this year of $2 billion 
before taxes, they are now estimated to have a 
decrease almost that large. 

During a period of rapidly changing con- 
ditions as in wartime, it becomes far more 
difficult than in normal times to estimate busi- 
ness earnings, and even the best estimates are 
necessarily subject to considerable revision. 
For this reason, all current reports and esti- 
mates of business earnings must be used with 
care. It is probable that many of the large 
American enterprises whose combined produc- 
tion made possible turning the tide of war 
will be unable, for many years to come, to 
determine what their “real” net earnings 
amounted to during the war period. This will 
be due to the complexity, uncertainty and 
delays involved in such matters as renegoti- 
ation, termination and settlement of govern- 
ment contracts; disposal of war material in- 
ventories; final determination of income taxes, 
with adjustments for carry back or carry for- 
ward of excess profits tax credits, debt retire- 
ment credits and postwar refunds; amortiza- 
tion of war facilities; and applications for 
relief under Section 722; not to mention such 
broader questions as the cost of reconverting 
plant and equipment after the war, regaining 
peacetime markets, etc. 


The Treasury figures overstate net earnings 
in the ordinary sense of the term in that they 
are based upon the statutory definition of in- 
come for tax purposes. They do not admit as 
deductions from income the charges to build 
up various “reserves” for contingencies, post- 
war, conversion, inventories, etc., despite the 
fact that such reserves are widely used in the 
companies’ own statements and have long been 
established as matters of standard accounting 
practice. 
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Credit and Capital for World Reconstruction 


That the repairing of a war-shattered world 
will require the nations to work together in the 
supplying of relief, the rebuilding of disordered 
economies, and the stabilization of currencies 
is everywhere recognized. That this will in- 
volve international credits, both short- and 
long-term, and —in the case of relief in deva- 
stated areas— outright gifts, is likewise not 
seriously questioned. Nor is there much argu- 
ment over the proposition that the United 
States, because of its strorig monetary position 
and great productive resources, must play a 
leading role in world reconstruction if recov- 
ery is to succeed and bring the peace and pros- 
perity to which people aspire: 

The differences of opinion are not over the 
principle of providing relief and credit for 
reconstruction; but over the question of how 
much help is needed and how it should be 
supplied. Much of the discussion of postwar 
international lending has seemed to imply a 
world outside the United States impoverished 
and without purchasing power, and ‘chiefly 
dependent upon credits from this country to 
get going again. - 

In the natural preoccupation with ways and 
means of expanding international credit facili- 
ties in order to speed reconstruction’and avert 
the chaos that many fear after the war, it 
would be easy to overlook the large and 
rapidly growing volume of gold and foreign 
exchange held outside the United States, or 
to the possibilities of internal generation of 
capital in financing rehabilitation and ex- 
pansion in war-torn countries. Yet both con- 





siderations bear directly upon the size of the ° 


postwar international credit problem. 
Growth of Foreign Gold and Dollar Resources 


In weighing these factors, gold and dollar 
resources should come first. Most countries 
will be in need of materials and equipment 
from abroad, and gold and dollars represent 
purchasing power available for use any- 
where. While people are aware that we are 
spending huge sums of money abroad in the 
conduct of the war, it is not generally realized 
how these expenditures are building up the 


gold and dollar exchange reserves of countries 


outside the United States. 

When we entered the war at the end of 1941, 
the total revealed monetary gold stocks of the 
rest of the world.came close to $834 billion, of 
which about one-fourth was held under ear- 
mark in this country. It was estimated, prob- 
ably conservatively, that some $2 billion addi- 
tional of gold was held in various undisclosed 
government and central bank accounts. Includ- 
ing bank deposits and short-term investments 
in ‘this country of about $3.5 billion, total 
foreign-owned gold and dollar banking funds 
were probably in excess of $14 billion. Besides 


these funds, foreigners were estimated to hold 
in 1941 some $3 billion in our stocks and bonds, 
and some $3.5 billion in direct and other in- 
vestments in this country. 

As our war effort advanced, payments to 
foreign countries rose rapidly. Imports of 
strategic materials, for which we paid cash, 
increased tremendously, while “cash” exports 
(as distinguished from lend-lease shipments) 
fell off as we converted to war production, 
thus turning the “cash” balance of trade against 
us. The building and securing of naval and 
air communication lines added to the flow of 
dollars abroad, as did funds lent to foreign 
countries, particularly Latin America, with 
a view to increasing the output of goods for 
war and to replace products lost to us by the 
Japanesé conquest of Southeastern Asia. 

More recently the growth of our armed 
forces has been an added factor in overseas 
expenditures, more than offsetting a tapering 
off in some of.the earlier types of overseas 
payments. » With- several million American 
soldiers abroad, the requirements for pounds 
sterling, Australian pounds; Chinese dollars, 
and Indian rupees have assumed large propor- 
tions. It was estimated some time ago that 
our troops in Australia were spending some- 
thing like $200 million a year for goods and 
services, over and above reciprocal lend-lease 
aid received from the Commonwealth. At 
the height of the North African campaign, 
the Allied forces are estimated to have spent in 
excess of $400 million a year in Egypt alone. 
Though.the expenditures of our troops have 
comprised but a minor share of the Egyptian 
total, they have figured large in French North 
Africa and-.have furnished foreign exchange 
for-the Caisse Centrale de la France “Libre, 
set up in 1941 to serve the liberated French 
territories. The heavy expenditures of our 
troops in India have been an important source 
of dollars for the sterling area exchange pool 
maintained in London. 

The effect of all this was to pile up dollars 
in the hands of foreigners, which, in the 
absence of available goods, have either been 
allowed to aecumulate in the form of bank 
deposits in this country or have been used 
for purchase of gold. As indicated by the table, 
foreign countries in 1942 acquired in this coun- 
try some $630 million of gold and banking 
funds, of which $140 million represented gold 
and the balance of $490 million an increase in 
bank deposits. 

The next year, 1943, some $840 million of 
U. S. gold, plus around $1,160 million of U. S. 
banking funds —or roughly $2 billion — was 
apparently added to foreign-held resources. 
During the first half of 1944 alone, the total 
added. probably exceeded $1.5 billion, or an 
annual rate of over $3 billion. Practically 
all the new gold production outside the 
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Increase in Gold and Short-term Dollar Resources 
Outside of the United States Since 1941. 
(In Millions of Dollars) 


Full Full Half 
Year Year Year 
1942 1943 1944 


Decline in U.S. gold stocks...... $ 10 $ 790 $ 770 


Loss of U.S. newly-mined gold 130 50 20 
Increase in foreign banking 

UIE BIR ISI. Siiccccechtadeccte ssccettats 490 1,160 780* 
Newly-mined gold retained 

abroad 950 800 400 





$1,580 $2,800 $1,970 


Approximate Status of Foreign Gold and Short-term 
Dollar Resources 


Endof Endof Endof June 
1941 1942 1943 1944 


Gold held outside of 
U. 





ic. .dachbbbctnbinaielagent $10,750 $11,840 $13,480 $14,670 
Foreign banking 

funds in U.S.f...... 3,500 3,990 5,150 5,930* 

MORNE eichasicces $14,250 $15,830 $18,630 $20,600 


*Estimated on basis of first quarter figures. +Esti- 
mated newly-produced gold outside of the United 
States and Russia, less adjustment for annual use of 
gold in arts and industries. {Includes short-term 
securities owned. 





United States is being retained abroad, an 
amount for the past two and a half years total- 
ing well over $2 billion, exclusive of the Rus- 
sian output not reported. 

Thus, by the end of this year the total gold 
stocks owned outside this country may come 
to well over $15 billion, or around a third larger 
than the total world gold stocks as late as 
1934, valued in old dollars. Counting in also 
foreign-owned banking funds in this country, 
the aggregate foreign-owned gold and dollar 
balances may reach $22 billion, “with likelihood 
of further increase in 1945. These figures do 
not include foreign-owned American securities 
and direct investments. 

In 1919, after World War I, total foreign- 
owned gold and short-term dollar balances 
amounted to only about $5 billion. 


Growth of Foreign Holdings of Sterling 


A second source of international purchasing 
power for postwar lies in the large and 
rapidly growing volume of sterling balances in 
London. The story of the rise of these balances 
is similar to that of the growth of foreign- 
owned holdings of gold and dollars. Great 
Britain, like the United States, has been pour- 
ing out huge sums of money overseas in prose- 
cuting the war. At the same time her exports 
have been curtailed, so that the balance of 
payments has turned heavily against her — 
to the extent currently of about $234 billion a 
year, notwithstanding lend-lease aid from the 
United States and the contributions by Canada. 
While in the beginning Great Britain was 
enabled to meet these tradé deficits by ship- 
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ments of gold and repatriation of British- 
owned foreign securities, more recently the 
depletion of these resources has limited such 
means of payment. Funds accruing to foreign 
countries have been allowed to accumulate in 
the form of sterling balances in London. 


The size of these sterling accumulations has 
been a matter of much speculation. Two 
months ago we published estimates, based on 
incomplete reports, that the total would reach 
at least $8 billion at the end of this year, and 
subsequently Lord Keynes has placed the prob- 
able total at $12 billion—owed largely to 
sterling area countries, particularly India. 


Unlike gold and dollar assets — which are 
usable any where—the free convertibility of these 
huge sterling balances is currently limited to 
the pound sterling area. Their use elsewhere 
is subject to foreign exchange control by Lon- 
don. The ultimate disposition of these balances 
is one of the: major postwar problems. Only 
to the extent that Great Britain is able to 
build up a surplus in her international ac- 
counts will she be able, in the normal course, 
to release these funds for use by their owners. 
in current operations. Their repayment by 
Britain from the proceeds of her international 
transactions may be a lengthy affair, but 
should not be disregarded as an element in 
the postwar international trade situation. Un- 
doubtedly the British will make strenuous 
efforts to increase their exports, and the very 
fact of so much money being tied up in sterling 
should help towards this objective by inducing 
purchase of British goods. 


A large part of the postwar credit problem 
boils down to these sterling balances. Count- 
ing these along with the gold and dollars 
owned outside the United States, the potential 
purchasing power represented is truly enor- 
mous. Anything that could be done to unlock 
the buying power contained in these sterling 
funds would not only eliminate a troublesome 
source of international friction, but might 
contribute more towards world recovery than 
any other financial step that could be taken. 


Distribution of Gold and Exchange Assets 


In appraising the significance of world.gold, 
dollar and sterling holdings, a great deal de- 
pends upon how they are distributed. 


The fact is that outside the area of Conti- 
nental Europe there are few countries that 
have not been beneficiaries from the flood 
of U.S. and British spending. U.S. spending 
has been particularly heavy in Latin America, 
resulting in approximately a three-fold ex- 
pansion of Latin American gold and dollar 
resources between 1939 and the end of 1943. 
Revealed Latin American gold and foreign 
exchange, chiefly dollars, increased from about 
$900 million to some $3 billion over the period, 
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and probably reached around $3.5 billion by the 
middle of 1944. 


Reference has been made already to the 
heavy spending by the U.S. in North Africa, 
which has supplied dollars for Free French use, 
and to expenditures in India and Australia 
from which dollars have flowed into the sterl- 
ing area exchange fund in London where they 
constitute a partial offset to the volume of 
sterling liabilities. In the case of India, a 
portion of the dollars accruing from U.S. ex- 
penditures is now being set aside in a special 
fund for use by that country for postwar 
development. U.S. money is also being spent 
in the Near East, though the major influx of 
foreign funds into that region has been in 
sterling. Egypt’s sterling holdings are esti- 
mated at the equivalent. of about $1 billion. 
The gold and foreign exchange reserves of 
Turkey and Iran have risen several fold since 
1939 due to favorable trade balances, and in 
the case of Iran particularly, due to heavy 
expenditures of United Nations forces in that 
country. 


Even on the Continent of Europe a number 
of countries have been able to add substantially 
to their monetary reserves, as shown by the 
table below. This is true of the gold holdings 
of the neutrals, Switzerland, Sweden, Portugal 
and Spain. Portugal in addition has accumu- 
lated a further reserve equivalent to almost 
$500 million, consisting of gold abroad, pound 
sterling and unspecified other foreign exchange. 
Switzerland’s gold reserve approached by the 
end of 1943 almost $1 billion, doubtless reflect- 
ing in part inflow of refugee funds from other 
parts of Europe. 


Disclosed Gold and Foreign Exchange Reserves 
of Certain Continental European Countries 
(in Millions of Dollars) 


—— End of Year 
Gold Holdings 1939 1941 1942 


Switzerland  ......00 $549 $668 $824 
Sweden nase 223 334 
Portugal 92 114 

42 42 91 


2,000 2,000 
Netherlands 575 506 500 
Belgium 734 735 734 
Roumania 2 182 241 


Czechoslovakia 61 61 61 
44 44 44 
24 24 24 
Bulgaria 24 25 25 


4,669 4,950 5,304 


Foreign Exchange Reserves 
Switzerland 82 158 14 19 


Sweden 77 199 131 145 
Portugal 31 189 368 483 


$546 $513 $647 


Nor are the occupied countries devoid of 
monetary resources. Some of them, including 


France, the Netherlands, and Belgium have 
been able to conserve very substantial gold 
holdings abroad which, together with con- 
siderable dollar balances, were impounded at 
the time of the invasion. Roumania, one of the 
few countries able to cash its reichsmarks 
claims for gold, more than doubled its gold 
reserves up to the end of 1943. Altogether the 
twelve Continental countries covered by the 
table held at the end of 1943 over $5 billion 
of gold alone, of which French and Swiss gold 
accounted for about three-fifths. 


Who Needs the Money? 


The net of this showing is that the “poor” 
countries are relatively few. Most countries 
have enough gold and realizable foreign ex- 
change to take care of their immediate needs 
after the war, and many countries have far 
more than enough. What has been happening 
on a world-wide scale is in many ways analog- 
ous to what has been happening in this coun- 
try. Just as our enormous war expenditures 
at home are putting money into the hands of 
the people which they can’t spend because of 
lack of goods, so the tremendous outpouring 
of American and British money abroad at a 
time of goods scarcity is building up huge 
dollar and sterling claims against future pro- 
duction. With many countries the problem 


after the war is not going to be the supplying 
of more purchasing power through additional 
credit, but rather the supplying of goods to 
stem the inflationary movements already under 


way in those areas. It is well to recall the 
serious inflation that broke out immediately 
following World War I all over the world for 
similar but even less powerful causes. 

In short, the answer to the question, who 
needs the money? comes down mainly to Great 
Britain, whose special problem in connection 
with sterling liabilities is, however, outside the 
province of either the International Monetary 
Fund or the Bank for Reconstruction as now 
proposed, and to the liberated territories on 
the Continent. As to the latter, the real “prob- 
lem cases” are likely to be such countries as 
Italy and others in central and eastern Europe 
whose capacity for capital absorption and 
repayment of amounts borrowed is limited 
at the best and after the war will be intimately 
bound up with what happens to Germany. 
Russia, China, and some others, of course, will 
be wanting capital both for repair of war dam- 
age and for development, but spread over a 
period and to a certain extent available through 
normal channels if the prospects of repayment 
are promising. This prospect depends on the 
two-way flow of trade as well as on domestic 
policies. 

So far as western Continental Europe is con- 
cerned, the facts as to gold holdings and for- 
eign exchange assets cited above speak for 
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themselves. Herbert H. Lehman, director gen- 
eral of UNRRA, in a recent address, recognized 
the significance of these assets when he listed 
France, Belgium, Holland and Norway as 
among countries having foreign exchange re- 
sources that “will levy but lightly on the inter- 
national fund for goods” provided by UNRRA. 
Nor is this the whole story. “The United States 
War Department appropriation alone for 1945 
sets aside over a half billion dollars to be used 
in bringing supplies and services to the freed 
people whose territories are temporarily under 
the military government of the United States 
forces,” he said. “The supply arrangements 
of the other armies of the United Nations — 
those of England, of the British Dominions, of 
Russia — similarly provide for the relief of 
people of the liberated areas that are under 
their military government.” 


Capital Is Made at Home 


Yet another point in the discussion of inter- 
national credit, in danger of being ‘over- 
looked, is that in the final analysis the 
stabilization of currencies and the providing 
of capital for reconstruction are things that 
have to be done, for the most part, at home. 
This is the main point of a timely article 


_ entitled “Capital Is Made at Home,” by Dr. 


L. Albert Hahn, former German banker and 
economist, that apeared in the May 1944 issue 
of “Social Research,” a quarterly published 
by the Graduate Faculty of Political and Social 
Science of the New School for Social Re- 


search,* in cooperation with the Institute of 
World Affairs. 


In this article Dr. Hahn challenges the thesis 
that Europe will need large capital imports 
after the war, and reviews the conditions of 
the recovery after World War I in Germany, 
with which he was most familiar. Speaking 
of the stabilization of the reichsmark in 1923 
he says: 


Nor was it through foreign loans that the budget 
and currency were stabilized in the fall of 1923. The 
stabilization was achieved through the rentenmark 
credit granted to the Reich and to industry and agri- 
culture in the amount of 2,070 million marks, and 
raised by the issuance of new mark bills. The latter 
were really nothing but the old mark bills. That they 
were covered by a mortgage on industry and agricul- 
ture was pure fiction. Nevertheless, the mere idea 
that they were covered was enough to reduce the 
velocity of the money in circulation, and therefore 
had the effect of an internal loan granted by the 
holders of the bills. Suddenly billions of marks in 
savings were available, and thereby billions of marks 
of capital. Capital had again been produced by a mere 
shift in consumption habits. 


*66 West Twelfth St., New York 11, N. Y. 


As to the part played in German reconstruc- 
tion by the heavy inflow of foreign credits 
after 1924, Dr. Hahn comments as follows: 


From 1924 to 1931 foreign loans poured into Ger- 
many in the huge amounts mentioned above. But 
whether they actually augmented Germany’s produc- 
tive capacity is open to question. Her balance of 
payments raises some doubts. Of the net capital 
import of 17.3 billion marks from 1924 to 1930, only 
2.4 billion was used to buy merchandise; the remainder 
was spent on the transfer of interest payments (2.7 
billion marks), on reparations (10.1 billion) and for 
the import of gold and foreign currency (2.1 billion). 

Thus only a relatively small part of the gigantic 
capital influx was used for really productive pur- 
poses, and we may therefore conclude that only a 
small part was needed for such purposes. 


In other words, according to this testimony, 
it was mainly by the hard work and saving of 
the German people themselves that Germany 
accomplished her recovery during the ’20s. 


The lesson is worth pondering now when 
there is so much emphasis being placed upon 
international credits. As Dr. Hahn pointed out, 
currency stabilization is very largely a matter 
of sound internal financial and credit policies. 
Likewise, the production of food for the people 
and rebuilding of factories and cities must, 
from the very nature of the case, be mainly 
a home job. Some imports of food, raw mate- 
rials, and special equipment into the liberated 
areas will certainly be needed, but on the whole 
the burdens of reconstruction during the first 
critical years of peace have to be carried by 
the people themselves in the regions concerned. 
This is true for two reasons — first, because it 
will be good policy to do as much at home as 
possible to keep the industries busy and the 
people employed; and, second, because of the 
prospect that for a considerable time to come 
there won’t be enough outside goods of the 
kind wanted to go around. 


Apart from any question of credit, countries 
are going to be forced, willy-nilly, to work 
out a large share of their own salvation or be 
a long while restoring their economies and 
getting their people back to work. 


To sum it all up, the post war needs for 
funds, for relief, for reconstruction, for develop- 
ment, and for currency stabilization cover, it 
is true, a wide range geographically and in 
type of funds needed. We should do well, 
however, to recognize that a substantial part 
of the funds needed for this process is already 
in the hands of most countries in the form of 
gold and dollar and sterling balances and, 
furthermore, much of the capital needed for re- 
construction and development is available in- 
side the borders of these countries through 
the process of self generation. It is against 
these facts that various plans for additional 
credit instrumentalities need to be weighed. 
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